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(ITALY) KEY ECONOMIC INDICATORS: 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


Item & date of most recent data shown 


INCOME, PRODUCTION, EMPLOYMENT 

GDP at Current Prices 

GDP at Constant (1970) Prices 

Per Capita GDP, Current Prices 

Plant, Equipment & Transport Investment at 
Constant (1970) Prices 

National Income at Current Prices 

Indices: 
Industrial Production (1970=100) (2/77) 
Avg. Labor Productivity (1970=100) 
Avg. Industrial Wage (1975=100) (2/77) 

Labor Force ('000) 

Avg. Unemployment Rate (%) 


MONEY AND PRICES 
Primary Liquidity 
Interest Rate (Central Bank) (10/4/76) 
Indices: (1976=100) 
Wholesale Price (2/77) 
Consumer Price (2/77) 


BALANCE OF PAYMENTS AND TRADE 
Gold & For. Exch. Reserves 1/ (2/77) 
External Public Debt 
External Debt Service Ratio 
Balance of Payments 1/ 
Balance of Trade 7 
Exports, FOB (1/77) 
U.S. Share 
Imports, CIF (1/77) 
U.S. Share 


4/15/77 


Exchange rates used (lire per dollar): 
653 for current 1975 values 
832 for current 1976 values 
879 for current 1977 values 
625 for constant1970 values 


% Cumulative 1977 


1976 change (most recent data) 


174,908 170, 
104,138 110, 
> 3,133 $ 3, 


Fptao 8, 
144,083 139, 


108.5 
110.5 
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19,650 is, 


3.3% 
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6.0% 


81.4 
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4,016.2 9, 
4,552 3, 


0.6% 


-2,004.1 -1l, 
-3,573.0 -6, 
39,017.35. 37, 
2,281.2 2, 
38,590.5 43, 
3,359.5 3% 


827 
003 
041 


267 
275 


L2i.9 
116.0 
120.8 
858 
3.7% 


045 
15.0% 


100.0 
100.0 


424.5 134.7 
419 -24.9 

0.8% 
163.7 
492.5 -475.2 
144.4 2,888.2 
402.5 . 174.9 
636.9 3,363.4 
430.7 240.2 


Main Imports from U.S. (CY1976) Machinery and Equipment 47,873 M.T. $686.9; Feeds and Grains 
3,262,606 M.T. $431.6; Chemicals 715,876 M.T. $386.3; Oil Seeds and Cakes 1,447,630 M.T. 
$309.0; Coal and Coal Products 3,745,497 M.T. $269.9; Aircraft and Parts 1,732 M.T. $220.3; 
Paperpulp, Paper and Manufactures 264,161 M.T. $107.4; Metal Scrap 639,971 M.T. $77.3; 
Electric Bulbs 1,750 M.T. $72.1; Cotton Fabric 20,784 M.T. $68.0; Silver, Gold and Platinum 
346 M.T. $59.4; Leaf Tobacco 16,520 M.T. $56.9 ;Sawed Wood 150,273 M.T. $54.3 


i/ Original data in dollars 


SOURCES: ISTAT (Italian Central Institute of Statistics), Bank of Italy, GOI Economic 


Report. 





SUMMARY 


After achieving 5.6 percent real growth in gross domestic product in 
1976, the Italian economy is expected to slow to 2-3 percent real 
growth in 1977. Industrial production should decline to 3-4 percent 
rate of expansion after the rapid 12.4 percent growth in 1976. The 
government's stabilization program should depress internal demand, 
spur exports, slow price and labor cost increases, and reduce the 
balance of payments deficit. Cost-of-living increases averaged 16.5 
percent in 1976 and were rising rapidly at the end of the year. Price 
increases in 1977 may be held to 17-18 percent with rate of increase 
much slower at year's end. Unemployment may decrease slightly in 
1977 from 3.7 percent level in 1976, and the major confederations of 
unions have agreed to restrain wage demands in 1977. Significant 
agreements were reached during 1976 by the unions and industry, and 
also the government, to reduce labor cost increases in 1977 to about 
16 percent. However, the wage indexation mechanism (scala mobile) is 
largely intact although some important changes in its application were 
made. Foreign exchange controls will remain restrictive and domestic 
credit policy will continue tight in 1977. Exports should remain 
strong in 1977 assisted by cost incentives provided through labor cost 
reductions, but imports should slow to only about 4 percent growth in 
volume in 1977. 


The Government's restrictive measures and austerity program notwith- 
standing, U.S. products in high technology and labor-saving areas-- 


especially in the data processing, electronics, and energy sectors 
will continue to be in demand, and U.S. exports should continue to 
hold or slightly expand upon the $3.4 billion level they reached in 
1976. The investment climate, though still cautionary, shows selected 
signs of improvement. 
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Current Economic Situation and Trends 


Short-Term Outlook 


Economic activity in Italy recovered strongly in 1976 after a 3.5 percent 
contraction in 1975. Gross domestic product grew by 5.6 percent in real 
terms, and in the fourth quarter alone the economy was expanding at an 
annual rate of 7.7 percent. This strong surge of activity is likely to 
provide some growth momentum through at least the first half of 1977. The 
effects of the austerity program initiated in the last half of 1976 should 
then begin to be felt and force a slowing down of economic activity. In- 
dustrial production, which increased by 12.4 percent in 1976, began to 
level off in the first quarter of 1977 and may increase by only 3-4 per- 
cent in 1977. - Inventories, which were strongly rebuilt in 1976, may now 
be considered too high, and a slight rundown has begun to take place. 
Imports of goods and services which grew by 13.1 percent in volume in 
1976 are increasing less rapidly and may slow significantly during 1977. 
The cost-of-living increased on average by 16.5 percent in 1976 and whole- 
sale prices by 22.9 percent. Prices may continue to rise at this abnor- 
mally high rate early in the year, but the increase is expected to show 
only about 13 percent rise by the end of the year (December 1977 compared 
to December 1976). Productivity gains in 1976 mainly resulted from a 
return to normal hours of much of the work force which had been put on 
short-time during the 1975 recession. The rate of growth of labor costs 
in 1977 might be held to 16-18 percent as the effects of the government 
austerity program take: hold and labor cost reduction agreements between 
the unions and industry are implemented. 


Gross domestic product increased by a surprising 5.6 percent in 1976, 
topping Italy's pre-recession peak. Main factors contributing to this 
recovery were inventory rebuilding after the rundown of stocks in the 
1975 recession, a high growth rate of exports, and private consumption. 
On the sources side, the relatively small agriculture and related sectors 
fell by 3.3 percent compared to the previous year. But the industrial 
sector, even including the chronically underutilized construction industry, 
grew by 9.7 percent, with industry in the narrow sense growing by 12.0 
percent. The services sector also recovered moderately in 1976, growing 
by 4.0 percent during the year. Momentum from the unexpectedly high rate 
of activity in the fourth quarter of 1976 is likely to give a boost to 
economic performance in the first half of 1977. Earlier predictions of 
near zero growth resulting from the impact of the government's stabiliza- 
tion program have been revised upwards to 2-3 percent growth during 1977, 
with most of the growth occurring in the first half. 


Industrial production came back strongly in 1976 growing by 12.4 percent 
after the contraction in 1975 of more than 9 percent. Some of the 
industries which had been hit hardest during the recession made the 
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strongest comebacks in 1976 with the manufacture of furniture recovering 
by 35.3 percent and paper product manufacturing by 20.7 percent. The 
wearing apparel industry expanded by 23.7 percent, manufactures of syn- 
thetic fibers expanded by 27.7 percent, and the textile industry by 18.1 
percent. Only the mining industry remained behind with ore extraction 
falling a further 10.1 percent. Plant utilization increased from a low 
of 68.0 percent in the fourth quarter of 1975 to 75.2 percent in the 
same period in 1976. The strongest industries in the manufacturing 
sector also have a strong export component and should hold up fairly 
well in 1977. Nonetheless, the effects of the stabilization program on 
internal demand should considerably slow over-all industrial expansion 
during 1977 to a growth rate of about 3 to 4 percent. 


The Italian government's stabilization program which was put together 

the last part of 1976 and the first part of 1977 is aimed at slowing in- 
flation especially by reducing the rate of growth of labor costs, and 
reducing the balance of payments disequilibria. Some indirect taxes and 
most public service tariffs have been raised including the value added 
tax on many goods in order to reduce the public sector deficit and its 
inflationary demands on the credit market. At the same time, bank credit 
ceilings which were imposed in October 1976 were extended through March 
1978 to prevent too rapid growth of domestic credit. 


The balance of payments problem is being attacked through a flexible 
exchange rate policy, tight exchange controls to prevent speculative 
capital flight, high interest rates to attract capital inflows, some 
limited price and tax increases to reduce demand for imports, such as 


gasoline, and incentives to the export sector through the partial absorp- 
tion of employer health insurance costs. 


At the government's behest, the labor unions and industry negotiated in 
late 1976 a wide ranging agreement to reduce labor cost increases, in- 
cluding means to increase productivity and provide more flexibility in 
labor and plant usage by industry. Direct action by the government to 
bring about an immediate impact on labor cost increases and slow their 
rate of growth to around 16 percent in 1977 was taken by absorbing a 
portion of the employer health insurance costs in the manufacturing 
industry effective through January 1978. 


The cost-of-living automatic wage index (scala mobile). while the subject 
of intense efforts by government and industry to modify its effectiveness, 
has remained lavgely intact. The "basket" prices of some public service 
tariffs were modified by the unions and industry, which will effect a net 
reduction in the points of the scala mobile which would otherwise have 
fallen due in 1977. Also, a unified cost for each cost-of-living point 
increase was imposed on all wage and salary earners, and cost-of-living 
increases will no longer be figured in severance pay calculations. 
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The International Monetary Fund has recently approved a new standby loan to 
Italy of SDR 450 million based on a letter of intent which comprehends the 
government's stabilization program. The EEC is also expected soon to 
approve a $500 million loan to offset Italy's repayment to the UK in 1976 
of the UK's share of the EEC's medium-term loan. These loans will not only 
bolster Italy's reserves but also help restore international confidence in 
Italy's economic prospects. 


In spite of the strong recovery of economic activity in 1976, average 
employment for the year increased only slightly (less than one percent). 
Gneaptoyment grew from 3.3 percent of the labor force in 1975 to 3.7 percent 
in 1976. This increase in unemployment consisted almost entirely of new 
entrants into the labor force. New entrants unable to find jobs increased 
from an average of 408,000 persons in 1975 to 477,000 in 1976, an increase 
of 17 percent. However, underemployment (short-time work of less than 33 
hours per week) decreased from an average of 2.3 percent of the work force 
to only 1.9 percent in 1976. A slight expansion of employment could take 
place in 1977 if investment should continue on an upward path and as the 
government implements a youth employment plan which is currently on the 
drawing boards. 


Wages for blue-collar workers in all sectors increased by an average of 

21.4 percent in 1976. In industry alone, wages increased by 20.8 percent, 
while white-collar salaries increased by only 16.9 percent. Wage contracts 
were concluded at the national level in 1975 and 1976 in behalf of about 

35 percent of wage and salary earners. Contracts affecting a further 5 per- 
cent will expire in 1977. The confederation of the three major union groups 


has publicly committed itself to persuade its component unions to restrain 
- demands for wage increases in plant level negotiations during 1977. The 
unions' agreements with the Confederation of Industries together with the 
government's stabilization program actions on wage costs are expected to 
reduce labor cost increases in 1977 from the previously estimated 20-25 
percent to 16-18 percent. 


The precipitous depreciation of the lira in the foreign exchange markets in 
the first months of 1976--reflecting the profound economic and political 
uncertainties at that time--resulted in a number of fiscal and monetary 
measures being taken to prevent further drastic depreciation. Discount 
rates were hiked abruptly from 8 to 12 percent, reserve requirements raised, 
foreign exchange controls were tightened and criminal penalties introduced 
for foreign exchange violations. In March some value added taxes affecting 
a number of imports were increased. A non-interest-bearing three-month 
deposit of 50 percent on most foreign exchange purchases was imposed in 

May 1976 and only gradually dismantled in early 1977. First a 10 percent, 
then 7 percent, tax on foreign exchange purchases was imposed in the fall 
of 1976 when the exchange rate showed new signs of weakening. This tax 

was also gradually dismantled in early 1977. Further new exchange controls 
are not expected to be imposed during 1977, but at the same time it is 
unlikely that the controls still in place will be loosened during the year. 
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The trade deficit (f.o.b. basis) increased by $2.9 billion in 1976 to 

$4. illion. The petroleum deficit alone was $7.16 billion for the year. 
The current account of the balance of payments worsened considerably, 
increasing from a deficit of $560 million in 1975 to $2.86 billion in 

1976. Depressed internal demand and export incentives are expected to 
help reduce the current account deficit to around $1 billion in 1977. 
Exports of goods and services in volume should grow by about 9 percent, 

and imports rise to only 4 percent above 1976 levels. 


Long-Term Outlook 


The government stabilization plan alone is not designed to, nor expected 
to, return Italy to a steady positive growth path. Long-term measures 
are still required to correct the structural disequilibria which have 
developed in the Italian economy. Correcting these disequilibria will 
require a shift of resources away from import industries, towards invest- 
ment and export development, towards the creation of new employment, and 
towards more rapid development of the chronically depressed southern 
portion of the country. A medium-term industrial reconversion and re- 
structuring plan is still being debated in Parliament. A comprehensive 
energy plan is yet to be presented, although an over-all plan for de- 
velopment of nuclear power has finally been approved by the responsible 
Parliamentary Committee. Considerable progress has been made in reducing 
tax evasion and increasing tax revenues, but little has yet been done to 
reduce the rate of growth of budget expenditures at all levels of govern- 
ment by cutting unnecessary or marginal programs. Also, the rate of growth 


of labor costs must be brought down even further so as not to exceed those 
of Italy's major trading partners. Finally, a return to productive in- 
vestment will depend upon a stable political climate, cooperation of the 
labor force, and an economic policy directed towards long-term stable 
growth. 


Impl#cations for the United States 


Despite the Government's measures to curtail them, Italian imports have 
been rising. In 1976 they totaled $43.6 billion, compared with $38.6 
billion in 1975. The United States increased its exports to Italy from 
$3.36 in 1975 to $3.43 billion in 1976, resulting in a surplus of some 
$900 million for the United States in two-way trade with Italy. Machinery, 
agricultural products, and chemicals continue to be the principal U.S. 
exports to Italy, but products of high technology find a good market. The 
government's temporary restrictive policies toward imports have not seemed 
to affect U.S. sales, and products relecting the latest state of the art 
sell well in Italy despite any restrictions. 





U.S. Sales Prospects 


Computer installations continued to expand at 15-20 percent rate in terms of 
annual value, in spite of widespread leasing rather than purchase of equip- 
ment, as Italian growth rates in this sector outpaced those of its major EC 
partners, since Italy started from a lower base. Moreover, the number of 
"first time" buyers of small and medium-sized equipment increased markedly. 
Add to this the market for peripheral equipment, and Italy becomes one of 

the most attractive growth markets in Europe, as attested by the enthusiastic 
response to Data Processing promotions at the U.S. Trade Center in Milan. 


The telecommunications sector is another fast-growing area as Italy develops 
plans to improve its telephone and message switching facilities, as well as 
gears up for competition in the Middle East. 


Italy represents one of Europe's largest import markets for electronic com- 
ponents and production equipment. The United States supplied 35 percent of 

a total of $77 million in 1975, and U.S. sales are expected to reach $85 mil- 
lion by 1979. Among components having the highest sales potential are 
advanced semi-conductor devices and special passive components for defense 
applications. Production equipment and materials such as assembly machines 
for integrated circuits; binders, vacuum, lidding, and melting furnaces; and 
test and measuring instrumentation continue in strong demand. 


The Italian Government's continuing effort to reduce dependence on imported 
oil and development of nuclear, gas turbine, thermo-electric and, indeed, 
solar energy bears watching for trade opportunities, not only supplying 


technology as well as major components for large energy plants, but also in 
supplying ancillary equipment for safe operation of nuclear plants. 


While not of as high unit value as some of the foregoing products, the market 
for industrial and commercial security equipment has been developing con- 
siderably in Italy. Products with high sales potential include intrusion- 
alarm devices, cameras, and private telephone systems. Other product areas 
of promising potential, though selective,include building supplies (sawn 
lumber and hardwood squares, plywood, and equipment for treatment of 
cellulose) and industrial training aids (audio-visual equipment) although 

the latter demand is spotty depending on company's budgets. 


U.S. Investment in Italy - Some Encouragement 


The investment climate in Italy continues to be one of caution, but the 
situation is selectively more encouraging than in 1974-1976. Labor unions 

are beginning to realize that economic recovery will not take place without 
increased productivity and a slow down in the rise inlabor costs. There 

has been increasing cooperation on the part of union leadership with government 
and management, and, if this trend should continue, the government's stabili- 
zation efforts can be successful. U.S. direct investment inflows were just 
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about balanced by outflows, but there was a net increase in domestic 
Italian operations from re-investment of earnings and from domestic 
financing sources. 


Although some U.S. firms have cut back their staff because of lowered 
productivity coupled with higher labor costs--and a few have liquidated 
operations--several have increased their investments and there have been 
a few new ones. During the last few months, one U.S. bank has opened 
branches in both Milan and Rome with a capital investment of $2.4 million. 
An American firm has made a new investment of $3.4 million in an Italian 
confectionary firm. Among increased investments by U.S. firms already 

in Italy are $3.5 million in a pharmaceutical plant in Naples, $4.5 million 
in aviation products, $5.1 million in detergent manufacturing, and a pump 
manufacturer has opened a new $16.5 million plant in Caserta near Naples. 
Investments, then, depend on the circumstances. For one thing, the 
Government continues to provide incentives for investment in the South of 
Italy. 


Italian Firms Looking for U.S. Partners 


Finally, a good opportunity exists for U.S. firms to join with Italian 
partners in large-scale projects in third countries, particularly in the 
Middle East. IRI, the State-owned holding company, is especially in- 
terested in such ventures because many of its large operating companies 
are already doing good business in the 0i]-producing countries but need 
partners for larger projects. In fact, IRI is planning to send top 
executives of a few of its most important companies to the United States 
in the near future to look into prospects for such ventures. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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e Projected U.S. export potential in eight Communist countries. 
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